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CARDIFF CAPITAL REGION CABINET
CABINET MEETING 02 May 2017


THE COMPOUND SEMICONDUCTOR PROJECT PROPSAL

REPORT OF CARDIFF CAPITAL REGION PROGRAMME DIRECTOR

AGENDA ITEM: 5


	Appendices 1, 2, 3a, 3b, 4, 5a, 5b, 6a, 6b, and 7 of this report are exempt from publication because they contain information of the kind described in paragraphs 14 and 21 of parts 4 and 5 of Schedule 12A to the Local Government Act 1972.
Reason for this Report

	1.
	To present the Regional Cabinet with a proposal received from the private sector to invest funding from the Wider Investment Fund to support the development of a Compound Semiconductor Industry Cluster in the region by establishing an anchor space in the region for high end production and manufacturing.

	2.
	To provide the Regional Cabinet with information, advise and analysis of the proposal to enable it to decide on this investment proposal.


	3.
	To explain to the Regional Cabinet why the proposal would require the creation of a Special Purpose Vehicle to acquire a site and undertake associated works.

	Background

	4.
	The Cardiff Capital Region City Deal Document (Heads of Terms) included the following commitments to:

1. “Transform the UK’s capability and help position Cardiff as the European leader in Compound Semiconductor applications, the UK Government will invest £50million to establish a new Catapult in Wales. This new Catapult will complement the work of other organisations in Wales who are already working in this important area, including the Compound Semiconductor Institute at Cardiff University and the Compound Semiconductor Centre, a joint venture between Cardiff University and IQE; 
1. Recognising this opportunity, the Cardiff Capital Region will prioritise interventions that support the development of an internationally-competitive Compound Semi-Conductor cluster. Local partners believe that this will put the UK at the heart of an emerging global growth technology;
1. Accelerate the growth of innovation and facilitate investment in research and development, the Cardiff Capital Region will seek to prioritise:
2. Mechanisms to support high growth sectors;
2. The development of new facilities and employment sites;
2. Investment in intellectual property creation and commercialisation;
2. Adding value and complimenting existing innovation support.”


	5.
	The Cardiff Capital Region City Deal Implementation Plan 2016-2020, adopted by all 10 authorities as part of the Joint Working Agreement, included:
T2.5 /2 Developing an Internationally Competitive Compound Semiconductor Cluster
Accelerate growth of innovation by:
· Establishing an anchor space in the region for high end production and manufacturing in 2017/18.

	6.
	The objective of these commitments is to create a complete compound semiconductor eco-system in South Wales to take advance of the growing prominence of compound semiconductor technology. This requires the development and integration of a compound semiconductor supply chain in South Wales, with the economic and social benefits that will bring.


	7.
	The benefits of clusters are well understood, with Silicon Valley in the US being a prime example. Indeed, there are semi-conductor clusters across Europe, namely Eindhoven, Dresden, Leuven and Grenoble. However, these are based on silicon technology, hence this is a unique opportunity for Wales to establish the world’s first compound semiconductor cluster and establish itself at the forefront of compound semi-conductor technology globally.


	8.
	The cluster would build on existing investment into this technology by Cardiff University, IQE Plc, and Welsh Government. It would see a complete eco-system for the compound semi-conductor market in South Wales, allowing full movement from research through to production and commercialisation. The establishment of a UK Government funded Catapult at the proposed site would further enhance the reputation of the cluster.


	9
	A proposal has been received from the private sector to invest £37.9m funding from the Wider Investment Fund to support the development of a Compound Semiconductor Industry Cluster in the region by establishing an anchor space for high end production and manufacturing. It is proposed that this investment would be repaid, over an agreed period of time, by means of leasing and resale of the property, the detail is attached as Appendix 1.


	10.
	As this proposal supports the Regional Cabinet’s aspiration to support innovation and specifically helping to develop an internationally competitive compound semiconductor cluster the Cardiff Capital Region Programme Board (CCRPB) approved the proposal going forward for full assessment. It was agreed that Monmouthshire and Rhondda Cynon Taf Councils would lead on the assessment work. 


	Assessment

	
	

	11.
	As part of the assessment process several specialist independent reviews have been undertaken or commissioned.


	12.
	External legal advice has been procured from Pinsent Masons and contained in Appendix 2.


	13.
	External property advice has been commissioned from JLL and contained in Appendices 3(a) and Appendix 3(b).



	14.
	An external due diligence report including an economic impact assessment has been commissioned from KPMG and is contained in Appendix 4.


	15.
	External advice has been sought from Pinsent Masons and KPMG in relation to delivery options and this is contained in Appendices 5(a) and Appendix 5(b).


	Cardiff Capital Region Programme Board Observations


	16.
	The CCRPB have met twice to review the proposal, at those meetings they acknowledged that the City Deal Assessment Toolkit is still being developed and the Advisory Bodies are yet to be put in place, however, due to time constraints the proposal requires a decision to be made.


	17.
	The CCRPB have reviewed the proposal and the specialist independent reviews and have formed the views listed below:

	17.1
	The proposal has the potential to:
· Create the environment for the successful development of a CSC cluster that could generate 3,000-4,000 jobs; 
· Directly create and safeguard over 2,400 well paid jobs in the region;
· Provide a positive ratio of £1 public funding to £9.90 of private sector investment.


	17.2
	The proposal is structured to maximise the potential for the £37.9m to be repaid over an agreed period of time.


	17.3
	The proposal represents value for money and can comply with the HMT 5 Case Business Model requirements.


	17.4
	The proposal is legal and state aid compliant.


	17.5
	The proposal meets the terms of the Joint Working Agreement and the Assurance Framework.


	17.6
	The risk related to this proposal is medium / low with the probability of moderate implication being “unlikely” to “very unlikely”.


	17.7
	To effectively implement this proposal there is a requirement for the Joint Cabinet to establish a Special Purpose Vehicle.





	18.
	On the basis of the above views, in accordance with 3.10 of the Assurance Framework, the CCRPB recommendation to the Regional Cabinet is:

	
	The proposal should be recommended to the Regional Cabinet for support via the Wider Investment Fund.


	19.
	The full observations of the CCRPB are contained in Appendix 7.


	

Summary of Proposal

	20.
	That the Regional Cabinet establish an anchor space in the region for high end production and manufacturing to assist in the establishment of a Compound Semiconductor Industry Cluster, by:

· acquiring suitable premises;
· entering into a development agreement to fit out the premises; and
· entering into an agreement to lease the premises with an option for the lessee to acquire the freehold at a future date.
 

	21.
	To enable this proposal to proceed to establish a Special Purpose Vehicle (SPV).


	22.
	The full updated proposal is contained in Appendix 6, including a Risk Register.

	Financial Implications

	23.
	To follow

	Legal Implications

	24.
	To follow

	Equalities Impact Statement

	25.
	To follow

	Reasons for Recommendations

	26.
	To support the development of a Compound Semiconductor Industry Cluster in the region and in accordance with the Cardiff Capital Region Wider Investment Fund Assurance Framework provide the views of the Cardiff Capital Region Programme Board (contained in Appendix 7) in supporting this proposal. 

	RECOMMENDATIONS

	Subject to the agreement of terms for the purchase of the specific facility:


	a)
	To enter into a Heads of Terms agreement for the purchase of a specific facility with finalisation of the transaction delayed until such time as the property is sold-on or at the cessation of the lease;


	b)
	In accordance with section 2.4 of the JWA, commit £37.9m of the HMT Contribution to the Wider Investment Fund for landlord works, building fit-out and ancillary works;


	c)
	To enter into a Heads of Terms agreement for an eleven-year lease, with an in-built stair-cased rental profile and flexible Option to Purchase;


	d)
	To support a further Heads of Terms that allows the head lessee, to enter into a sub-lease arrangement; 


	e)
	To make a direct award for the development and fit-out of the facility;


	[bookmark: _GoBack]f)
	Establish a Special Purpose Vehicle to implement the proposal, the detail of which will be the subject of a further report.



 g)	Prior to a Special Purpose Vehicle being established, to agree that for purposes of continuity, that Monmouthshire County Council continues to act as lead Authority.
h)	To accommodate this proposal will require an amendment to the Annual Business Plan 2017-2018 which will be reported back to the next meeting of the Regional Cabinet.

Sheila Davies
CCR Programme Director
25th April 2017


The following Appendices are attached:
Confidential Appendix 1:		Proposal to CCR City Deal – March 2017
Confidential Appendix 2: 		Legal Observations - Pinsent Masons
Confidential Appendix 3(a): 	Property Market Review – JLL
Confidential Appendix 3(b): 	Property Feasibility Estimate - JLL
Confidential Appendix 4:	Due Diligence Report including an Economic Impact Assessment - KPMG
Confidential Appendix 5(a): 	Establishing an SPV – Pinsent Masons
Confidential Appendix 5(b): 	SPV Investment Issues – KPMG
Confidential Appendix 6(a): 	Full Revised Proposal
Confidential Appendix 6(b): 	Risk Register
Confidential Appendix 7:	Cardiff Capital Region Programme Board Observations Record
Background paper:
· Cardiff Capital Region City Deal Joint Working Agreement dated 1.3.17
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